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Manufacturers plan to spend $200 million 
for new plant and equipment in Massachusetts 
in 1955. This is 20 per cent more than they 
spent last year. Capital expenditures in the 
hard-goods industries are expected to rise 
almost three times as much as in the nondu- 
rable-goods industries. 

Massachusetts manufacturers will increase 
spending both for plants and for new machin- 
ery and equipment. Construction expenditures 
are scheduled to expand by 49 per cent. Expend- 
itures for machinery and equipment will ex- 
ceed those of last year by 9 per cent. 

Reflecting rising demand, industry is putting 
more emphasis on expansion this year. Almost 
39 per cent of capital outlays will go for expan- 
sion purposes this year, compared to 35 per 
cent of the total last year. 

Most of the money needed to finance 1955’s 
capital spending programs will come from 
company funds. Such sources of funds as de- 
preciation reserves and retained earnings will 
provide 81 per cent of the money. Banks and 
other sources of borrowed funds are counted 
on for almost $25 million. Manufacturers also 
hope to obtain a larger amount of money from 
the sale of stock this year. 

Except for normal seasonal changes, inven- 
tory levels are not expected to change signifi- 
cantly up to July 1955. 











TRENDS in business activity are closely related to ex- 
penditures of business concerns for inventories and for 
plant and equipment. In the past there have been indi- 
cations that trends in these expenditures in Massachu- 
setts and the rest of New England have varied from 
the national pattern. To throw some light on the 
Massachusetts experience, the Federal Reserve Bank 
of Boston has just completed a survey of the capital 
expenditure and inventory plans of 
manufacturers. 

This article provides new information which aids in 
the appraisal of business trends in Massachusetts. An 
analysis of capital investment plans of manufacturers 
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by size of concern, for various areas of Massachusetts, 
and in relation to national trends will appear in a sub- 
sequent issue of this Review. 

Massachusetts manufacturers plan to invest about 
$200 million in new plant and equipment in 1955. This 
is 20 per cent more than the $167 million spent in Massa- 
chusetts last year. It compares with an expected rise of 
three per cent in capital expenditures of manufacturers 
in the United States according to estimates of the 
McGraw-Hill Department of Economics and an antici- 
pated national decline of three per cent according to the 
joint SEC-Department of Commerce estimate. 

The sharp acceleration in capital spending in Massa- 
chusetts does not mean that the state is outpacing the 
rest of the country in manufacturing investment. Ex- 
penditures per factory worker in Massachusetts this 
year will total only $283 after adjustment for compara- 
bility with a national average of about $413. Of course, 
differences in type of investment and the fact that 
Massachusetts is already heavily industrialized affect 
these averages. But the state’s 2.8 per cent of the na- 
tion’s capital expenditures is still low in relation to its 
1.1 per cent of the country’s factory workers. 

A large gain in the amount of total capital expendi- 
tures is expected in Massachusetts this year even though 
the number of companies planning increases in their 
capital outlays is smaller than the number expecting 
decreases. Of the firms responding, 378 anticipate a 
decline, 296 project a rise, and 95 concerns expect to 
spend about the same amount for plant and equipment 
in 1955 as they spent in 1954. 

Manufacturers of durable goods plan to increase their 
capital spending almost three times as much as do 
fabricators of nondurable goods. A 30 per cent increase 
over 1954 in capital outlays in the durable-goods cate- 
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gory will boost total spending by these manufacturers 
to just over $100 million. This is slightly more than 
nondurable-goods manufacturers plan to spend this 
year. The soft-goods industries spent more than manu- 
facturers of durables in 1954. All durable-goods lines 
except nonelectrical machinery, furniture and fixtures, 
and stone, clay, and glass products intend to increase 
capital outlays this year. Six of the ten soft-goods in- 
dustries also plan greater expenditures. 

Plans of the 20 individual industries varied quite 
widely around the average expected gain of 20 per cent. 
The petroleum and coal products industry showed the 
greatest year-to-year rise, but only a few firms in this 
industry reported. Massachusetts’ fast growing elec- 
trical machinery industry plans capital expenditures 
this year 85 per cent above those of a year ago. The 
apparel, ordnance, and miscellaneous industries also 
intend to step up capital outlays in excess of 40 per cent. 
The largest reduction among all industries will occur in 
the stone, clay, and glass products industry. But this 
group of manufacturers plans expenditures only 19 per 
cent below the level of 1954. 

In dollar amounts, the electrical machinery industry 
will invest over twice as much in new plant and equip- 
ment in 1955 as any other industry, as shown in an 
accompanying chart. 


Big Gain in Plant Outlays 


Manufacturers plan to step up their spending both 
for plant and for new machinery and equipment in 
Massachusetts in 1955. A 49 per cent increase in out- 
lays for new plants and plant additions surpasses by a 
wide margin the 9 per cent gain for equipment. The 
large increase in construction expenditures indicates 
that many Massachusetts manufacturers are no longer 
willing to“ make-do” with present buildings but are con- 
structing entirely new facilities. The decentralization 
trend, with a large number of concerns shifting out of 
congested downtown city areas to the outskirts, is also 
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reflected in the big gain in construction expenditures. 

In spite of the greater increase in construction ex- 
penditures, Massachusetts manufacturers will continue 
to spend much more for new machinery than for plants. 
Over $145 million is budgeted for new machinery and 
equipment in 1955. 

Durable-goods manufacturers spent a slightly larger 
amount for new plant construction than nondurable- 
goods industries in 1954, and they expect to widen the 
difference in 1955. The hard-goods industries plan to 
increase construction outlays by 73 per cent, soft-goods 
manufacturers by 25 per cent. 

Among individual industries, there was wide varia- 
tion in changes in construction programs. The apparel 
industry plans the largest percentage rise in spending 
for new plants, followed by the ordnance, electrical 
machinery, and chemical industries. All of these indus- 
tries plan to more than triple their expenditures for new 
plants in 1955. The ordnance industry accounts for 
only a small amount of the money which will be spent 
for new plants in 1955, but the other three industries 
planning large increases will account for a substantial 
part of the total this year. The $15.8 million budgeted 
for new plant construction in 1955 by manufacturers of 
electrical apparatus is more than three times the amount 
that will be spent by the machinery industry, which will 
spend the second largest amount in 1955 although it was 
the largest spender last year. 

The nonelectrical machinery and_ transportation 
equipment industries have completed most of the new 
plants and plant additions needed to meet defense de- 
mands in the past two or three years. As a result, these 
industries plan to reduce expenditures for new con- 
struction substantially in 1955. The rubber, furniture, 
and food industries will also cut plant expenditures by 
sizable amounts this year. 


Equipment Buying 


Nondurable industries plan to spend only slightly 
more for new machinery and equipment this year than 
they spent in 1954. The durable-goods manufacturers, 
however, expect to step up such spending to $74 mil- 
lion, 19 per cent more than last year. As a result, the 
hard-goods industries will be spending slightly more for 
new equipment in 1955 than makers of nondurables. 

Some of the industries planning the greatest reduc- 
tions in plant outlays, such as the furniture and petro- 
leum industries, are among those planning the biggest 
increases in equipment spending. The lumber, ordnance, 
fabricated metals and miscellaneous industries also ex- 
pect large increases in equipment expenditures in 1955. 
No industry plans to reduce spending for new machinery 
and equipment by over 18 per cent. Apparel, textile, 
machinery, and food manufacturers plan the largest 
decreases. 

Massachusetts manufacturers will devote a larger 
proportion of their capital expenditures to plant con- 
struction in 1955 than they did in 1954. This year, 24 
per cent of total capital outlays will go for construction 
and 76 per cent for new machinery and equipment, as 
shown in the second chart. Last year, plant construc- 
tion accounted for only 18.5 per cent of total capital 
expenditures. 

Durable-goods manufacturers devoted a larger pro- 
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portion of capital outlays to plant construction than 
nondurable-goods industries in 1954 and plan to con- 
tinue to do so in 1955. The hard-goods industries in- 
creased the proportion of capital expenditures going for 
construction from 20 per cent in 1954 to 26 per cent in 
1955. Soft-goods manufacturers stepped up construc- 
tion outlays from 17 per cent to 21 per cent of their total 
expenditures. The apparel, instruments, and electrical 
machinery industries intend to spend particularly large 
proportions on plant construction in 1955. On the other 
hand, the transportation equipment, furniture, and 
textile industries plan to devote 94 per cent or more of 
their capital outlays to new machinery and equipment 
this year. 


Expansion vs. Replacement 


The influence of improved business conditions and 
rising demand shows up in the reasons given for new 
capital expenditures. Massachusetts manufacturers say 
that 39 per cent of their capital outlays will go for 
expansion of facilities in 1955 and 61 per cent will be 
spent for the replacement and modernization of existing 
facilities. In 1954, only 35 per cent of the total went for 
expansion purposes. 

Even though manufacturers will increase the propor- 
tion of their capital outlays going for enlargement of 
facilities, programs for the modernization of existing 
plant will also come out ahead. The amount of money 
spent for replacement and modernization purposes will 
increase 14 per cent. Expansion spending is slated to 
rise 31 per cent. 

Durable-goods manufacturers traditionally experience 
the greater swings in demand for their products and this 
is reflected in their expenditure plans. The hard-goods 
industries account for all of the rise in percentage of 
capital expenditures devoted to expansion. The propor- 
tion going for expansion of facilities among nondurable- 
goods industries will fall from 35.0 per cent in 1954 to 
34.5 per cent this year. 

The durable-goods industries also plan to spend a 
larger dollar amount for expansion than the nondurable- 
goods industries in 1955. Last year, soft-goods pro- 
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ducers spent more but devoted a slightly smaller propor- 
tion of their total capital outlays to expansion purposes 
than did manufacturers of hard goods. Every durable- 
goods industry except nonelectrical machinery, instru- 
ments, and lumber expects to increase the amount spent 
for expansion purposes in 1955. Some of the soft-goods 
industries also plan large gains in the volume of expendi- 
tures devoted to expansion, notably the apparel, leather 
and shoes, and chemical industries, as shown in an ac- 
companying chart. 

The apparel, chemical, electrical machinery, lumber 
and wood products, and instruments industries will 
devote the largest proportions of capital expenditures 
to expansion purposes in 1955. The electrical machinery, 
apparel, and chemical industries increased the propor- 
tion going for expansion purposes substantially between 
1954 and 1955, but the lumber and instruments indus- 
tries plan smaller expenditures for expansion. Both of 
these industries schedule large increases in spending for 
replacement and modernization, however. The trans- 
portation equipment, primary metals, and fabricated 
metals industries also plan to increase spending for 
expansion purposes substantially in 1955. 


Sources of Funds 


In planning to finance their 1955 capital outlays, 
Massachusetts manufacturers continue to rely largely 
on internal sources of funds. For all manufacturing 
firms combined, internal sources such as retained earn- 
ings and depreciation reserves will supply 81 per cent 
of the money needed in 1955. This is a smaller propor- 
tion than the 87 per cent obtained from company funds 
last year. Because of the larger volume of capital outlays 
planned for 1955, however, internal financing will fur- 
nish a larger amount of money this year than last — 
$162 million in 1955 compared to $145 million in 1954. 

Manufacturers plan to utilize the other sources of 
funds to a greater extent this year than they did in 1954. 
Bank loans, bonds, and other forms of borrowing are 
expected to provide $24.5 million or 12 per cent of the 
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SOURCES OF FUNDS-1955 
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total funds needed this year compared to $18 million 
last year. The rise in stock prices apparently will not 
cause manufacturers to float a very large quantity of 
new issues. Only $11 million is scheduled to be obtained 
from the sale of stock this year. While this is consider- 
ably above the $2,600,000 obtained from stock sales 
last year, it only accounts for 5.5 per cent of the total 
amount manufacturers plan to spend in Massachusetts 
in 1955. “Other” sources of capital, such as insurance 
companies and other investors financing buildings for 
lease to manufacturers, machinery dealers, and pay- 
ments from insurance companies for buildings destroyed, 
will provide slightly more than one per cent of the 
money needed this year. 

All industries do not conform to this general pattern. 
Nondurable-goods industries plan to borrow a larger 
proportion of the funds needed than durable-goods 
manufacturers. The hard-goods industries will rely on 
stock sales to a greater extent than producers of soft 
goods. Ordnance and transportation equipment com- 
panies will rely almost completely on internal sources of 
funds, and textile and food producers will obtain about 
95 per cent of their capital funds from their own re- 
sources. Apparel, furniture, and printing establishments 
plan to raise over 40 per cent of their money from banks 
and other sources of borrowed funds. The electrical 
machinery, chemical, lumber and wood products, and 
miscellaneous industries are the only ones planning to 
sell stock for more than a negligible proportion of their 
capital outlays. In dollar amounts, the printing, apparel, 
petroleum, and electrical machinery industries are the 
only ones planning to borrow $3 million or more. The 
electrical machinery and chemical industries are the only 
ones relying on stock sales for as much as $1.5 million. 

The fourth chart shows that over 80 per cent of the 
companies which indicated where the money to finance 
their 1955 capital expenditures would come from said 
they would rely entirely on internal sources for funds. 
But capital spending is scheduled to increase so much 
that a larger proportion of manufacturers will have to 
rely on outside sources of funds than had to last year. 
In 1954, nearly 85 per cent of the firms financed their 
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capital spending entirely from their own resources. The 
petroleum, primary metals, rubber products, apparel, 
printing, and furniture industries in particular will have 
to rely on outside financing much more heavily this year. 

Only in the ordnance and the stone, clay, and glass 
products industries did every firm say that it expected 
to obtain all of its funds from internal sources. Over 
90 per cent of the concerns in the chemical, textile, and 
leather and shoe industries reported that they would 
obtain all capital funds from their own resources. At 
the other end of the scale, the printing, furniture, ap- 
parel, primary metals, and rubber industries showed the 
largest proportion of companies relying on the money 
market in 1955. 

Almost 17 per cent of the manufacturers said they 
expected to borrow part or all of the money needed for 
capital expenditures in 1955. A larger proportion of non- 
durable goods than durable-goods manufacturers plan 
to borrow. Debt financing will be most prevalent in the 
printing, petroleum, furniture, apparel, primary metals, 
transportation equipment, and instruments industries. 

Very few concerns plan to sell stock to finance all 
or part of their capital outlays. Only two per cent of the 
firms schedule stock sales in 1955, compared to one per 
cent which sold stock last year. The electrical apparatus, 
machinery, and miscellaneous industries are the only 
ones using this method of financing to an appreciable 
extent. 


Changes in Inventory Spending 


Inventory investment of business firms has changed 
rapidly and widely in the recent past. The recessions of 
1949 and 1953-54 were largely inventory recessions. 
Reductions in inventories accounted for much of the 
total decline in investment during those periods. In 
other periods, when the rate of inventory investment 
has risen, it has given a stimulus to the whole economy 
just as increased spending for plant and equipment 
has done. Because of the great influence of changes in 
inventory spending on business activity, Massachusetts 
manufacturers were questioned about their inventory 
plans for the next few months. 


TECHNICAL NOTE 


The information presented in this article is based on 769 
replies to a confidential questionnaire sent to manufacturers 
with plants in Massachusetts asking them to describe their 
capital expenditure and inventory plans. Concerns with 
plants in more than one state were especially cooperative 
in providing separate estimates for their Massachusetts 
operations. Information from several insurance companies, 
describing their plans for investment in manufacturing build- 
ings in Massachusetts, supplemented the reports received 
from manufacturers. 

The 769 cooperating firms account for 42 per cent of 
total manufacturing employment in Massachusetts. In only 3 
of the 20 major industry groups do the reporting concerns 
employ less than 29 per cent of the total number of workers 
in their industry. Capital investment is relatively low in all 
three of these industries. 

Total capital expenditures for each industry group were 
estimated by projecting the expenditures of the reporting 
concerns on the basis of the number of their employees in 
relation to the number in the industry, with modifications to 
eliminate extreme items. A telephone check of nonrespond- 
ents did not reveal any significant bias. 
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ANTICIPATED INVENTORY CHANGES 
Up to July 1955 


Percentage of Firms Expecting: 
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Almost three-fourths of the manufacturers said they 
expect to maintain their inventories at March levels up 
to July 1955, aside from normal seasonal changes. 
Among the firms expecting a change, 58 per cent plan 
to add to their inventories and 42 per cent schedule in- 
ventory reductions. 

The firms intending to cut inventories plan a slightly 
larger change than those planning increases. The aver- 
age change expected by concerns planning to increase 
inventories is 13 per cent, while the average reduction 
planned is 18 per cent. It is also the larger manufac- 
turers, particularly among the durable-goods industries, 
who plan to trim inventories. The companies intending 
to decrease inventories hold stocks valued at $148 mil- 
lion. Those planning to add to inventories value their 
currrent inventories at $125 million. As a result, the 
total volume of inventories is scheduled to fall about 
1.5 per cent. 

Even though most firms said they will attempt to 
maintain their present inventory levels, this does not 
necessarily mean that they will succeed. Inventories 
respond to changes in business conditions, and inventory 
spending generally changes quickly. If sales rise, manu- 
facturers usually try to increase inventories. In practice, 
however, they may experience an involuntary inventory 
contraction. Conversely, if business declines, they at- 
tempt to trim inventories but sometimes find they 
cannot. Many companies saying that they plan to 
maintain present inventory levels may be following a 
‘*wait-and-see” policy. A large number of these firms 
will probably change their inventory positions in re- 
sponse to changes in demand. 

There were some differences between the durable- and 
nondurable-goods producers with regard to inventory 
changes. Durable-goods producers expect inventories to 
decline three per cent whereas nondurable manufac- 
turers project an increase of less than one per cent in 
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dollar volume of inventories. Almost 18 per cent of the 
manufacturers of durable goods who hold 31 per cent 
of the durable goods stocks said they were going to cut 
inventories. While one in five producers of hard goods 
expect to enlarge inventories, these firms hold only 20 
per cent of total durable-goods inventories. 

Among the nondurable-goods industries, four-fifths of 
the concerns schedule no changes in inventories. Thir- 
teen per cent plan to step up their inventory spending. 
These firms hold 18 per cent of the total inventories of 
the nondurables manufacturers. Eight per cent of the 
producers of soft goods, holding 11 per cent of current 
inventories, intend to trim inventories. 

For all manufacturers, the 15.5 per cent expecting to 
increase inventories hold 19 per cent of total inven- 
tories, whereas the 11.3 per cent intending to reduce in- 
ventories hold 23 per cent of present stocks. 

There are some wide differences among the major in- 
dustry groups, as shown in an accompanying table. The 
metalworking industries are the only ones where a 
substantial proportion of firms have scheduled inven- 
tory reductions. The transportation equipment and 
ordnance industries have three times as many com- 
panies planning inventory reductions as additions, and 
10 machinery concerns will cut inventories compared to 
seven which will add to stocks. Only one other industry, 
textile manufacturing, has a larger number of firms plan- 
ning to trim inventories than to increase them. The 
furniture, printing, apparel, and lumber industries have 
at least three firms planning an increase in inventories 
for each concern scheduling a decrease. The ratio be- 
tween firms planning additions and those planning re- 
ductions is better than two to one in the leather and 
chemical industries. 

Most of the manufacturers who intend to increase 
inventories point to a rising volume of business or an 
expected increase in activity as the main reason for their 
action. Some typical comments received from firms 
planning to expand inventories are ‘increased sales,” 
“orders have increased,” ‘‘inventories are depleted,” 
“expected increase in business.’ The second most im- 
portant reason for adding to inventories is development 
of new products. A few companies said they were going 
to increase inventories because they expect prices to 
rise, to guard against plant shutdowns, and because 
they have additional storage space. 

Among the concerns planning to reduce inventories, 
a decline in sales was the major reason. A drop in de- 
fense business was mentioned by several companies. 
More efficient operations will allow a few firms to carry 
lower inventories. Only one concern expected an in- 
voluntary decline in inventories because of increased 
sales. Other reasons given for decreasing inventories 
were ‘improved availability of raw materials,”’ “* expect 
lower prices,’ “discontinuance of a product line,’ and 
“to bring back into line items that were heavily stocked 
in 1954 due to favorable prices.”’ 

Among all manufacturers, almost four out of five who 
intend to expand or reduce inventories say they are 
doing it because of the current volume of business, or 
because of their estimate of future sales. It should be 
kept in mind that their actions will influence the level 
of business activity as well as reflect their estimates of 
this level. 
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Consumer Loans Prop Sales Rise 


THE rainbow-hued new automobiles streaming along 
the nation’s highways seem symbolic of the brighter 
economic horizons opened up by the strength of con- 
sumer spending in recent months. At the beginning of 
1954 the outlook was clouded by the downward drift of 
business activity and lagging consumer buying, particu- 
larly of durable goods. The clouds began to lift during 
the year, however, as consumers stepped up their pur- 
chasing. By the first quarter of 1955 the business re- 
covery was well advanced and consumer spending had 
risen to new highs. 

Leading the recovery in durable goods has been the 
record-breaking pace of automobile sales since the in- 
troduction of new models in the fall of 1954. Sales of 
household appliances and other consumer durable goods 
have been close behind. The increase in expenditures 
for durable goods undoubtedly has resulted in part from 
the rising level of personal incomes. But also important 
has been consumer response to a highly competitive 
market, with its intensified promotional campaigns, 
price concessions, and easing of instalment credit terms. 

One of the few clouds still hanging over the scene is 
concern as to whether the rise in individual spending 
has been over-stimulated by relaxed consumer credit 
terms. Instalment borrowing dropped sharply during 
1953 as consumer uncertainty slowed sales. Extensions 
of new credit fell below the level of repayments in the 
first quarter of 1954 so that outstanding instalment debt 
declined. In mid-1954, however, consumers were spurred 
to expand their borrowing again. The rise in new in- 
stalment credit accelerated in the closing months of the 
year as the volume of automobile loans shot upward. 

By the end of March 1955 the monthly volume of new 
instalment credit extensions seasonally adjusted passed 
the $3 billion mark for the first time. It was nearly one 
third higher than a year earlier. Retail sales of durable 
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goods increased about 11 per cent over the same period. 
Outstanding consumer instalment debt at the end of 
March represented nearly nine per cent of disposable 
personal income, a record high for March. Monthly re- 
payments amounted to almost 12 per cent of take- 
home pay. 

The booming new car market has provided much of 
the impetus for the rise in consumer credit. Eager con- 
sumer acceptance of the newly-styled 1955 models and 
the intensification of manufacturers’ efforts to win larger 
shares of the market unleashed an unprecedented de- 
mand both for the new cars and for the means to finance 
them. At the end of April there were few signs of any 
let-up. 

Total passenger car output for the four months 
through April was 48 per cent above year-ago figures. 
In the first quarter of the year the number of new cars 
sold nationally exceeded that for the corresponding 
1954 period by about 30 per cent. In Massachusetts new 
car registrations for the quarter were 25 per cent higher 
than in 1954. 

Instalment credit granted for automobile financing 
in the first quarter of 1955 by all types of lenders rose 
15 per cent above year-earlier totals for the country as 
a whole. At the end of March commercial banks held 
37 per cent of the automobile loans outstanding, sales 
finance companies held 54 per cent, while other financial 
institutions and automobile dealers accounted for the 
remaining nine per cent. 

Over the year sales finance companies increased their 
share of outstanding automobile loans, recording gains 
of 17 per cent from the March 1954 level against a rise 
in commercial bank holdings of about three per cent. 
Adequate figures are not available on finance company 
holdings of automobile paper in New England, but a 
sample of the region’s commercial banks showed a 
year-to-year increase of 14 per cent in automobile loans 
outstanding. 

The growing struggle for leadership in the automobile 
industry has brought increasing pressures from dealers 
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for more liberal credit terms. Bankers throughout the 
district report rising demand for longer maturities. A 
year ago few banks would consider terms beyond one- 
third down and 24-month maturity on new car financ- 
ing. While some of the banks in the district have held to 
24-month maturities, 30-month terms are now quite 
general and in the larger cities 36-month loans are being 
made in substantial volume. Terms on used cars have 
also eased in recent months. Most lenders hold to 
24-month maximum maturity, but some have gone to 
30 months on late model cars. 

The quality of long-term new car loans is often im- 
paired by the widespread dealer practice of marking up 
the purchase price of a new car to permit more liberal 
allowances on trade-ins. In addition to making the deal 
more attractive to the buyer, such price packs in effect 
reduce the down payment below the percentage stipu- 
lated by the lender and reduce the owner’s equity in 
the property acquired. 

Two potential weaknesses seem inherent in the pres- 
ent auto market. One lies in the rising dealer stocks of 
new cars as output pushes ahead of sales. Some of the 
inventory build-up may have been in anticipation of 
possible strikes. Even though car sales traditionally 
continue high through June, a sharp production cut- 
back is likely if excessive carry-over of ‘‘old models”’ is 
to be avoided. Only after the 1956 models have been 
introduced will it be possible to appraise the degree to 
which easier credit terms may have been luring con- 
sumers to speed up their buying decisions. 

Another danger lies in possible weakness of the used 
car market. Any substantial decline in prices of used 
cars would tend to weaken the demand for new cars. 

While the rise in sales of other consumer durable 
goods has been less spectacular than that of automo- 
biles, it has been substantial and the proportion bought 
on instalment terms is increasing. First quarter exten- 
sions of instalment credit for purchase of consumer 
goods other than automobiles were 14 per cent higher 
than a year ago. Repayments have stayed close to new 
extensions, however, so that the net gain in outstanding 
credit has been slight. 

New England department stores show an increase in 
the proportion of sales made on the instalment plan. In 
the first quarter of 1955 instalment sales rose 13 per 
cent above corresponding sales a year ago compared 
with a gain of only four per cent for total store sales. 
It appears, however, that some of the increase in instal- 
ment sales comes from a growth in the purchase of soft 
goods on instalment credit terms. Sales by homefur- 
nishings departments in recent months have generally 
shown smaller gains than instalment sales figures. The 
answer may lie in the increased popularity of revolving 
credit accounts which are becoming a substantial pro- 
portion of total department store instalment accounts 
in this district. 

To the extent that relaxed credit terms may be draw- 
ing poorer credit risks into the market for high-priced 
goods, they pose a threat to the business recovery. There 
is little evidence to date of any marked rise in defaults 
on instalment debt. Data collected by the American 
Bankers Association from commercial banks show de- 
linquency rates in recent months generally below those 
of a year ago nationally. In New England, March figures 
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showed slight year-to-year increases in delinquencies on 
F.H.A. loans for home modernization and on auto- 
mobile loans. Collection ratios at New England depart- 
ment stores show little change from last year’s levels. 

The present level of instalment debt does not seem 
excessive in relation to personal income. As long as in- 
comes continue to rise and business prospects remain 
bright, consumers should have little difficulty in meet- 
ing their current instalment obligations. Some danger 
exists, however, that further relaxation of credit terms 
may stimulate an unhealthy expansion of consumer 
debt. In view of this possibility, the President and 
Board of Directors of this bank made the following 
statements in a letter to all commercial banks in Dis- 
trict IT on May 12, 1955: 


“Recent increases in cc instalment debt have 
paralleled a rapid increase in home mortgage debt, and 
total consumer debt is now a higher percentage of con- 
sumer disposable income than during any prosperous period 
since 1929. 

“In a growing economy, consumer debt may be expected 
to increase as sales and income rise. Reports indicate, 
however, that consumer debt has been increasing at a more 
rapid rate than sales and income in recent months, partly 
as a result of easier terms. Easier terms on consumer loans 
may lead to over-extending the financial position of pro- 
ducers, distributors, and consumers. 

“The nation’s banks continue to be increasingly important 
direct suppliers of consumer credit while retaining their 
important position as indirect suppliers through loans to 
finance companies and others. Banks currently hold 38 per 
cent of total outstanding instalment credit. 

“It has come to our attention that some banks in this 
district, as in other parts of the nation, are relaxing down 
payments and extending maturities on time sales. We be- 
lieve that these developments may work against the main- 
tenance of a high level of economic stability. We therefore 
strongly urge those banks which have been easing terms to 
exercise greater caution in setting their terms on con- 
sumer loans.” 








1955 


Page 7 








Monthly 


Review 


FEDERAL RESERVE BANK OF BOSTON 


Pre-Easter Shopping at New High 


EAsTER SuNDAY dawned on New Englanders decked 
out in the traditional finery purchased in record volume 
from the area’s department stores. Sales of these stores 
in the four weeks preceding Easter exceeded those of 
the similar shopping period of 1954 by one per cent, 
setting a new record for this season. The expected drop 
in sales during the week after Easter was more pro- 
nounced than usual. Although the recovery the follow- 
ing week was fairly strong, post-Easter sales failed to 
match year-earlier levels. As a result, sales for the 
six-week period this year, considering shopping both 
before and after Easter, just equaled last year’s record 
total. 

The accompanying chart shows weekly index num- 
bers of New England department store sales during the 
Easter seasons of 1954 and 1955. The typical movement 
of sales during the six-week period is apparent, as well 
as the shift in sales caused by the change in the date of 
Easter. A number of cold, wet days at the beginning of 
the four-week period before Easter slowed the start of 
Easter shopping this year. Sales during each of the first 
three weeks of the season fell behind those of last year’s 
corresponding pre-Easter weeks. The accumulation of 
postponed shopping was released by the excellent 
weather during the week before Easter. The rush of 
consumers to retail counters sent sales for the week six 
per cent above those of the comparable pre-Easter week 
in 1954. This last-minute buying was also strong enough 
to wipe out the earlier sales losses and bring the four- 
week total to a point one per cent above last year’s 
record total for the similar period. 

During the week after Easter the expected decline in 
sales was much sharper than usual. Sales for the week 
fell nine per cent below those of the immediate post- 
Easter week of 1954. In the following week, however, 
consumer response to sales promotions boosted sales for 
that week two per cent above those of the second week 
following Easter last year. This recovery was sufficient 
to bring the total volume for the entire six-week period 
up to that of last year’s similar period, which had been 
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aided by good post-Easter sales. Rainy weather during 
the post-Easter period this year probably discouraged 
shopping to some extent. 

The table below presents comparisons of sales volume 
for corresponding shopping weeks before and after 
Easter in the various district cities for which weekly 
data are available. Stores in most of the suburban areas 
of metropolitan Boston continued to record more favor- 
able sales comparisons with a year ago than did the 
downtown Boston stores. 


Departmental Sales Comparisons 

A comparison of the sales by the major departments 
of downtown Boston stores during the corresponding 
six-week Easter shopping periods of 1954 and 1955 
reveals that departments selling items for the younger 
generations rang up the largest gains. Sales of girls’ and 
teen-age wear jumped 24 per cent and those of infants’ 
wear rose ten per cent above year-ago levels. Sales 
of the miscellaneous group of departments, which in- 
cludes toys and candy among other items, 
were nine per cent greater than a year 
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earlier. Men’s and boys’ wear sales gained 
two per cent from the 1954 Easter season. 
Sales of women’s and misses’ apparel fell 
off one per cent and accessories dropped 
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three per cent, in spite of the gains in in- 
fants’ and girls’ and teen-age wear. De- 
mand for homefurnishings traditionally 
eases during the Easter season and this 
year showed a particularly sharp decline 
with sales off five per cent from last year’s 
volume. 

Basement. store sales volume dropped 
three per cent from 1954 levels during the 
Easter period, indicating less emphasis 
on price than on other features of the mer- 
chandise. This should be welcome news to 
district department stores as they seek 
to maintain their share of rising consumer 
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